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PAKISTAN: KEY ECONOMIC INDICATORS 
Pakistan Fiscal Year (PFY) July 1-June 30 


89 to 90 
PFY 1988 PFY 1989 PFY 1990 Percent 
Actual Actual Provisional Change 
Domestic Economy 
Population (millions) 103.8 107.0 110.3 3.1% 
Gross National Product (Rs. mil)* 691,600 800,283 903 ,880 12.9% 
Gross Domestic Product (Rs. mil)* 670,900 773,014 872,551 12.9% 
Gross Domestic Product (current $ mil)* 38,971 40,261 40,965 1.7% 
GNP Per Capita (current $)* 379 386 371 -3.9% 
Annual Real Growth Rates 

Gross National Product 4.9% 
Gross Domestic Product 6.4% 
Employment and Prices 

Labor Force (1,000s) 29 ,930 

Unemployment (official rate) 3.6% 

Consumer Price Index (% change) 6.3% 

Public Finance (Rs. billions) 

Revenue 116.9 8.9% 

Expenditures 181.8 8.0% 

--Current P3967 11.8% 

-—-Development 46.1 -0.5% 

Overall Deficit -58.5 4.5% 

Deficit as % of GDP* 8.7% -- 

Balance of Payments ($ mil) 

Trade Balance -2,557 -12.0% 

--Exports (FOB) 4,362 7.7% 

--Imports (FOB) -6,919 0.7% 

Invisibles (Net) 875 -4.2% 

--Of which: Remittances 2,013 2.4% 

Current Account Balance -1,682 14.6% 

Gross Aid Disbursements 1,824 -18 .6% 

Basic Balance -579 87 .9% 

Foreign Exchange Reserves (year end) 438 33.3% 

-—-(In weeks of imports) ce aes ‘ -- 

Foreign Civilian Debt 13,901 14,190 15,147 6.7% 

Debt-service as % of Merchandise Exports# 26.4% 26.7% 27.1% -- 

Exchange Rate (year avg., Rs. per $) 17.6 19.2 21.3 10.9% 

U.S.—Pakistan Economic Relations ($ mil) 

U.S. Exports to Pakistan (CIF) 709.0 1111.0 962.3 -13.4 
-S. Imports from Pakistan (FOB) 488 .0 538.0 661.2 22.9 
-S. Share of Pakistan's Exports 10.9% 11.6% 13.2% _ 
-S. Share of Pakistan's Imports 11.2% 1S..7% 13.8% ~ 


U.S. Bilateral Assistance to Pakistan (USFY) 610.8 575.9 584.9 1.6% 
--Economic (includes PL-480) 350.0 345.0 355.0 2.9% 
--Military@ 260.8 230.9 229.9 -0.4% 
U.S. Investment in Pakistan ($ mil) 180.0 200.0 250.0 25.0% 


Principal U.S. Exports to Pakistan: wheat, soybean oil, tallow, machinery, fertilizers, 
Organic chemicals, transport equipment, iron and steel products, polyvinyl chloride, and 
chemical wood pulp. 

Principal U.S. Imports from Pakistan: textiles and apparel, leather goods, carpets and 
fish and fish products, surgical instruments. 


SOURCES: Federal Bureau of Statistics, Pakistan Economic Survey, Embassy estimates. 
* Based on GDP and GNP at current market prices. National Accounts for PFY 1989 
and 1990 revised using 1980-81 prices, resulting in reduced per capita income for these years. 
# Excludes short-term borrowing, private supplier credits, and IMF repurchases. 
@ In USFY 1989, all military aid was forgiven. 





SUMMARY 


Pakistan's economy sustained an impressive rate of growth during the 1980s, 
averaging 7.9 percent per year in real terms, but growing fiscal imbalances 
caused the federal budget and the country's current account to slide deeply into 
deficit by decade's end. An IMF-sponsored structural adjustment program was 
launched in Pakistan Fiscal Year (PFY) 1989. Reform progress has been slow and 
uneven, but some positive results have been achieved. Between PFY 1988 and 
1990, the budget deficit declined from 8.7 to 6.6 percent of GDP, and the 
current account deficit fell from 4.3 to 3.9 percent of GNP. By PFY 1990, the 
real GDP growth rate had also declined to a more moderate 5.2 percent. 


Agriculture, which employs 51 percent of the labor force and accounts for 26 
percent of GDP, grew 4 percent in real terms in PFY 1990. Wheat, cotton, and 
rice account for almost 70 percent of the value added in crop output. Cotton 
output grew moderately in PFY 1990, but rice production was stagnant and wheat 
output declined slightly. Despite efforts to achieve self-sufficiency in the 
production of wheat -- the staple food for most of the population -- imports 
have been necessary to supplement domestic production. To reduce agricultural 
subsidies and stimulate production, support/procurement prices were increased in 
PFY 1990 for wheat, rice, cotton, sugarcane, gram, onions, potatoes and 
Oilseeds, and the mark-up (interest rate) on production loans to small farmers 
was reduced from 8 to 7 percent. 


Value-added in the manufacturing sector increased 8 percent in real terms in PFY 
1990. Performance over the two-year period PFY 1989-1990, however, was 
disappointing, with growth averaging just 6 percent, well below the 11.5 percent 
average for the decade. A major constraint on industrial growth is a chronic 
and costly shortage of energy. The annual amount of value-added in the economy 
lost due to electrical load shedding is estimated at $500 million. The public 
sector, which includes many industrial units nationalized in the 1970s, produced 
about 30 percent of the value-added in manufacturing in PFY 1990. To increase 
economic efficiency and reduce losses on the budget, the government has 
announced plans to sell off nearly all public sector banks and manufacturing 
units to private investors. 


A falling rupee exchange rate and strong overseas demand for Pakistan's cotton, 

yarn, and textiles have caused exports to surge. Some of these trade gains have 
been offset, however, by the sharp increase in prices for crude oil and refined 

petroleum products caused by the Persian Gulf crisis. Despite lower oil prices 

in early 1991, the current account deficit is expected to worsen in PFY 1991. 


The United States was one of Pakistan's principal import suppliers in PFY 1990, 
with nearly 14 percent of the market. Principal U.S. exports to Pakistan are 
wheat, soybean oil, tallow, machinery, fertilizers, organic chemicals, transport 
equipment, iron and steel products, polyvinyl chloride, and wood pulp. The 
government has liberalized imports by reducing the number of items on the 
restricted and prohibited lists and by eliminating import licenses for most 
products imported by the private sector. More than 50 U.S. firms have direct 
investments in Pakistan, with a total value estimated at $250 million or more. 
Recent reforms eliminated the requirement for prior government approval for 
investments, eased restrictions on repatriable direct and portfolio investment 
from abroad, enabled foreign firms to issue shares in Pakistan, and authorized 
foreign banks to underwrite securities on the same basis as Pakistani banks. 





CURRENT ECONOMIC TRENDS AND OUTLOOK 


Pakistan is a relatively poor country, with annual per capita income of about 
$370. Population, now at 110 million, grows about 3 percent per year. Only 24 
percent of the population is literate, according to official statistics. The 
relatively prosperous industrialized regions around Karachi and Lahore and the 
rich farming areas of the Punjab contrast sharply with the poverty of interior 
Sindh, semiarid Balochistan and the mountainous Northwest Frontier. 


Pakistan has experienced uneven economic development. Rapid industrial growth 
in the 1960s was followed by virtual stagnation under the socialist policies of 
the 1970s. Over the last decade (Pakistan Fiscal Years [PFY] 1981-1990), real 
GDP growth averaged 7.9 percent per year, with generally moderate inflation. In 
PFY 1990, real GDP increased 5.2 percent. Manufacturing was the leading growth 
sector over the decade, expanding in real terms at an average annual rate of 
11.5 percent. Real growth in agriculture averaged 4.9 percent per year. At the 
same time, the share of agriculture in GDP declined from 31 to 26 percent, while 
the share of manufacturing increased from 15 to 18 percent. 


Agriculture: Agriculture employs 51 percent of the labor force in Pakistan, 
absorbs about 30 percent of total investment, and earns (directly or indirectly) 
almost 70 percent of export revenues. Value-added in agriculture increased 

4 percent in PFY 1990. Pakistan grows wheat, cotton, rice, Sugarcane, and a 
variety of fruits, vegetables, and other grains. Favorable weather and improved 
government policies have spurred agricultural production during the past ten 
years. Pakistan is self-sufficient in the production of rice and some minor 
food crops, and exports cotton, rice, fish, fruits, and vegetables, and other 
agricultural products. Major agricultural imports include vegetable oil (75 
percent of domestic consumption), inedible tallow, sugar, milk powder, and tea. 


Wheat, cotton, and rice account for almost 70 percent of the value-added in crop 
output. Despite efforts to achieve self-sufficiency in the production of wheat 
-- the staple food for most of the population -- imports have been necessary to 
supplement domestic production. In PFY 1990, although wheat production was only 
slightly below the record 14.4 million metric tons achieved the previous year, 
imports of 2 million metric tons (mostly from the United States) were required 
to build up reserves and maintain stable prices. Cotton production -—- which 
supports textiles and apparel manufacturing, Pakistan's largest industry -- rose 
2 percent in PFY 1990 due to improvements in per-hectare yields. The output of 
rice -- a major export commodity -- grew marginally (less than 1 percent). 


Most Pakistani farmers employ traditional cultivation techniques; average yields 
are low by world standards. The government has been attempting to increase 
productivity and output by raising support and procurement prices, expanding the 
use of modern inputs and credit, rehabilitating the aging irrigation system and 
improving water management, providing incentives for planting high value and 
exportable crops, and strengthening extension services, education, and 

research. In PFY 1990, support/procurement prices were increased for wheat, 
rice, cotton, sugarcane, gram, onions, potatoes, and nontraditional oilseeds, 


and the mark-up (interest rate) on loans to small farmers was cut from 8 to 
7 percent. 


Manufacturing: Starting with few’ industrial assets at independence in 1947, 
Pakistan has since developed a fairly broad industrial base. Mav7jor industries 
include textiles and apparel, cement, fertilizer, edible oil, sugar, steel, 
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machinery, and food processing. Value-added in the manufacturing sector 
increased 7.9 percent in real terms in PFY 1990. Performance over the two-year 
period PFY 1989-1990, however, was disappointing, with growth averaging just 

6 percent, well below the 11.5 percent average for the decade. Large-scale 
industries accounted for about 70 percent of total manufacturing value-added. 


The public sector, which includes many enterprises nationalized in the 1970s, 
produced about 30 percent of the value-added in manufacturing in PFY 1990. The 
public sector share of manufacturing output has diminished in recent years, due 
to fast growth in the private sector and poor performance on the part of many 
public sector firms. Since PFY 1989, gross fixed investment in the private 
sector has surpassed public sector investment. 


Efforts to privatize public sector enterprises accelerated in early 1991. The 
government announced plans to sell off virtually all public sector banks and 
manufacturing units to private investors. As a first step, control of the 
Muslim Commercial Bank, one of five nationalized commercial banks, was awarded 
to a private consortium in January 1991; the government retains a minority 
interest. At least 40 of the 150-odd enterprises in the public sector are being 
prepared for privatization by the end of 1991. The government has also invited 
private sector investment in service industries previously monopolized by public 
sector organizations, including commercial banking, ocean shipping, and airlines. 


Energy: Two-thirds of Pakistan's energy requirements are met by commercial 
resources and one-third by sources such as firewood, charcoal, and cow dung. 
Oil, about three-quarters of it imported, meets about 40 percent of Pakistan's 


total commercial energy requirements. The remainder is met by natural gas, 
hydroelectricity, coal, LPG and nuclear power. Commercial energy demand has 
grown at an annual compound rate of about 10 percent in the last five years, 
outstripping supply. As a result, industrial producers experience chronic and 
costly energy shortages. The annual amount of value-added in the economy lost 
due to electrical load shedding is estimated at $500 million. 


To catch up with energy demand, the government has intensified oil and gas 
exploration and is planning new hydroelectric facilities. To attract investment 
in the oil and gas sector, the government has negotiated concessions with many 
foreign firms (including U.S. companies). With foreign assistance, Pakistan has 
also initiated programs to develop private-sector power generation facilities. 


Administered retail prices for petroleum products, electricity and natural gas 
were raised during PFY 1990, though not enough to eliminate government subsidies 
for these products. As a result of the sharp increase in world oil prices in 
October 1990, the government raised domestic prices for gasoline and other 
petroleum products by 41 percent. Pakistan may have to increase other 
administered energy prices to reduce the federal deficit. 


Public Finance, Money, and Prices: The government's fiscal deficit increased 
sharply during the second half of the 1980s, due to a narrow, inelastic tax base 
and lax expenditure controls. Rapid expansion of credit in the public and 
private sectors increased domestic liquidity, stimulated import demand and 
sparked inflation. Despite strong export growth, Pakistan's trade and current 
account deficits widened. An IMF-assisted structural adjustment program, 
launched in PFY 1989, aims to expand tax revenues, control expenditures -- 
especially defense and debt service -- and eliminate structural distortions in 
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the economy. Progress on reform has been slow and uneven, but some positive 
results have been achieved. Between PFY 1988 and 1990, the budget deficit 
declined from 8.7 to 6.6 percent of GDP, and the current account deficit fell 
from 4.3 to 3.9 percent of GNP. 


Serious fiscal imbalances remain. Current expenditures (e.g., debt service, 
defense, and administration) consume over 70 percent of the budget; development 
expenditures (e.g., power and irrigation projects, education, health, and rural 
development) constitute the remainder. In PFY 1990, debt service amounted to 42 
percent of current expenditures; defense outlays took another 35 percent. The 
government borrowed heavily from the nationalized banking system to cover that 
part of the gap not financed by foreign assistance or domestic public debt. 
Despite efforts to expand the tax base, the tax system continues to suffer from 
serious weaknesses: widespread evasion, corruption among tax officials, 
overreliance on foreign trade taxes, and a constitutional tax exemption for 
agricultural income (over 25 percent of GNP). In February 1991, the government 
was planning radical tax reforms to resolve many of these structural problems. 


According to official government statistics, inflation in PFY 1990 (as measured 
by the Consumer Price Index) was 6 percent, down from 10 percent the previous 
year. The Wholesale Price Index rose approximately 7 percent, compared with 

10 percent in PFY 1989. Despite the declining trend, however, the official rate 
of inflation in PFY 1991 may climb to perhaps 12-15 percent, due to excessive 
government borrowing in late PFY 1990 and the effects of higher domestic energy 
and transport costs on the overall price level. Moreover, the public perception 
is that official statistics tend to underestimate actual inflation. 


Balance of Payments and Trade: Pakistan's balance-of-payments position improved 
in PFY 1990. Exports increased 8 percent (annual basis), while imports were up 
just 1 percent. Services and remittances from overseas Pakistanis (an important 
source of foreign exchange) fell 4 percent. The current account deficit 
declined 15 percent to $1.7 billion, equal to 4 percent of GNP. Export growth 
continued to accelerate in the first seven months of PFY 1991, up 23 percent 
over the same period one year earlier. Export growth has been sustained by 
strong demand for Pakistan's cotton, yarn, and textiles in European and East 
Asian markets, and by the decline in the value of the rupee against major 
currencies (other than the dollar). During CY 1990, for example, the value of 
the rupee fell 18 percent against the Deutsche mark, 28 percent against the 
Swiss franc, and 11 percent against the Japanese yen. 


Despite the strong performance of exports, however, the government expects, as 
of March 1991, for the current account deficit to worsen to $2 billion by the 
end of PFY 1991, as a result of the Persian Gulf crisis. As a consequence of 
the August-October 1990 increase in world prices for crude oil and refined 
products, Pakistan's imports in the first seven months of PFY 1991 increased 
9.5 percent and foreign exchange reserves at one point fell to less than one 
week's worth of imports (reserves rebounded to about two weeks of imports by 
mid-February 1991). Exports also were affected by the disruption of air and 
ocean transportation in the region. Nonetheless, if Pakistan's exports continue 
to grow and world oil prices remain at current (March 1991) low levels, the 
outlook for Pakistan's PFY 1991 current account balance may improve. Net 
inflows of long-term capital declined 22 percent in PFY 1990, due primarily to 
delays in Pakistan's utilization of already-obligated foreign economic 
assistance funds, 





IMPLICATIONS FOR THE UNITED STATES 


Export Opportunities: The United States was one of Pakistan's top import 
suppliers in PFY 1990, with nearly 14 percent of the market. Despite a 3.2 
percent decline in the value of the rupee against the dollar during PFy 1990, 
American exporters continue to compete successfully in this expanding market by 
taking an aggressive approach to trade inquiries, by making frequent visits, and 
by supporting their local agents and distributors with marketing assistance and 
technical back-up. Principal U.S. exports to Pakistan in PFY 1990 were: 
agricultural products, especially wheat, soybean oil and tallow, machinery, 
fertilizers, organic chemicals, transport equipment, iron and steel products, 
polyvinyl chloride, and chemical wood pulp. 


Efforts to liberalize Pakistan's import regime are continuing. During PFY 1990, 
90 items were removed from the government's negative list (import prohibited); 
the remaining list includes 118 items barred for reasons of religion, national 
security, or reciprocity, plus a few luxury items. The restricted list 
(permission required) was reduced from 52 to 1l1 items. In March 1991, the 
government eliminated import license requirements in the private sector for 
products not on the negative or restricted lists, significantly simplifying 
import procedures. Import license fees, however, remain in effect. 


Although high tariffs and taxes, and limits on technical assistance fees and 
royalty payments, can diminish the competitiveness of certain U.S. products, 
good opportunities exist for increased sales in the following fields: 


electric power generation mining machinery 

computers and related equipment industrial chemicals 

food processing and packaging equipment medical equipment 
telecommunications equipment oil and gas field machinery 
scientific instruments transport equipment 

security and safety equipment pumps, valves and compressors 
metalworking machinery/machine tools iron and steel products 
plastic production machinery electronic components/equipment 


Imports from Pakistan: The United States is an important export market for 
Pakistan. U.S. importers find Pakistani textiles, apparel, surgical 
instruments, leather goods, carpets and rugs, and fish products particularly 
attractive. Exports of Pakistani textiles and apparel to the United States are 
governed by a bilateral agreement and are subject to quota restrictions. In 
February 1991, the government opened Pakistan's export trade to foreign 
companies. 


Foreign Investment: More than 50 American firms have direct investments in 
Pakistan, with a total value estimated at $250 million or more. In recent 
years, successive governments have made efforts to improve Pakistan's investment 
climate by cutting red tape and providing incentives to capital-intensive 
projects which bring in advanced technology, managerial skills and marketing 
expertise. Rules requiring government sanction for new investments have been 
abolished; sanctions are now required only for investments in restricted 
industries on the "specified list" (see next page) and those involving special 
government incentives or concessions. Exchange control reforms in February 1991 
made it possible for nonresidents to invest in the shares of Pakistani companies 


on a fully repatriable basis. Repatriation of profits and capital is now 
possible without prior approval from the central bank. In addition, 





ie 


foreign-invested firms may freely issue equity shares and now enjoy higher 
ceilings on local currency loans. Foreign banks may now compete on an equal 
basis with Pakistani banks in underwriting equity securities in Pakistan. 


Priority areas for foreign investment include food processing; chemical dyes, 
pigments and solvents; insecticides and pesticides; automotive parts and 
engines; steel, aluminum, copper and zinc alloy manufactures; hydraulic presses 
and pumps; injection moulding and die-casting equipment; oil exploration rigs; 
textile spinning and weaving machinery; paper and pulp production equipment; 
electrical and electronic components; electro-medical equipment and computers. 
An export processing zone (EPZ), offering tax incentives to investors, has been 
set up in Karachi to attract foreign investment in export-oriented industries. 


Industries on the "specified list" where investment is restricted include: arms 
and ammunition; security printing, currency and mint; high explosives; alcohol 
and beverages made from imported concentrate; automobiles, tractors and farm 
machinery; radioactive substances; and petroleum blending plants. In addition, 
foreigners may not invest in agricultural land, forestry, irrigation, real 
estate (land, housing or commercial property), insurance and health. 


Despite worthwhile reforms in investment policy, however, foreign investors 
continue to face significant problems, including weak economic infrastructure 
(e.g., frequent power shortages, and inadequate transportation), high effective 
corporate tax rates, and bureaucratic delays. A bilateral treaty of friendship 
and commerce ensures national treatment of U.S. businesspeople in many areas. A 
bilateral tax treaty, to take the place of an earlier, out-dated tax agreement, 
is under negotiation. Talks may begin soon on a bilateral investment treaty. 


USAID Projects: Since 1982, the U.S. Agency for International Development 
(USAID) has obligated $2.1 billion in economic assistance to Pakistan. On 
October 1, 1990, however, all U.S. military aid and all new funding for USAID 
assistance were halted when the President did not make the certification 
required by law on Pakistan's nuclear weapons program. Pending resolution of 
this issue, economic aid obligated prior to October 1, 1990 continues to fund 
ongoing USAID projects. Many of these projects provide opportunities for the 
sale of American goods and services. USAID projects are concentrated in the 
energy (including private-sector power plants), agriculture, and social services 
sectors, reflecting the Government of Pakistan's development priorities. 


Assistance Available From the U.S. Government: The U.S. Department of Commerce 
desk officer for Pakistan (202-377-2954) or any of the 67 U.S. district offices 
of the Commerce Department can assist exporters and investors interested in 
opportunities in Pakistan. These offices can also provide information on the 
Overseas Private Investment Corporation (OPIC), the U.S. Export-Import Bank, and 
other U.S. Government programs to assist exporters. 


The full range of services are provided at the Embassy in Islamabad, located in 
the Diplomatic Enclave, Ramna 6, (Telephone 826161); at the Consulate General in 
Karachi (Pakistan's commercial and financial center), 8 Abdullah Haroon Road, 
(Telephone 515081); and at the Consulate General in Lahore at 50 Zafar Ali Road, 
Gulberg V, (Telephone 870221). The Consulate in Peshawar at 11 Hospital Road, 
(Telephone 79801) also welcomes business visitors and can provide them with a 
limited number of services. The workweek in Pakistan is Sunday-Thursday; all 


government offices and most businesses are closed on Friday. 


* U.S. Government Printing Office : 1991 -282-906/20043 








